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These guidelines are highlights fromthe SBA Standard Operating Procedures
(SOP 50 50 4) for Loan Servicing. They are a guide to help | enders
(i ncluding CDCs) prepare servicing requests to be submitted to the
Commerci al Loan Servicing Centers (CLSC). Qur objective is nore efficient
and consi stent processing of |oan servicing actions by |enders, CDCs and
SBA to i nprove responsiveness to our small business custoners.

The contents of this booklet are:
The Servicing Request to SBA
Actions Affecting the Loan Coll ateral
Val uati on of Coll ateral
Recording and Filing of Liens
Actions in the Best Interest of the Borrower

VWhat is a Seasoned Loan

VWhat is Unilateral Authority
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VWhat Actions May be Taken Under Unilateral Authority

Servicing Formats
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A THE SERVI CI NG REQUEST TO SBA

Most | enders prepare some formof internal credit menorandum for
i nternal decision making. That credit meno and a clear and conci se cover
letter will generally suffice as the servicing request to us.

If the cover letter and credit nmeno address the request and describe
t he supporting analysis, you should not subnit additional information. For
exanple, if the credit neno includes your analysis of the borrower’s
financial statenments, please do not subnit to us a copy of the financial
statements. Sinmilarly, if your credit nmeno describes the collatera
anal ysis and basis for collateral valuation, please do not submit to us
copi es of appraisals or other collateral docunents.

In general, servicing requests nust address a conmon set of elenents.
These el enments allow the | ender and SBA to qui ckly understand the request,
the status of the SBA loan(s), the condition of the borrower’s business and
other factors inportant to the decision. Your servicing request nay
require all or a portion of the followi ng itemns:

1. A statement of the proposed action and a brief description of what
makes the request necessary.

2. Status of the SBA |oan (date and anount funded, current bal ance and
st at us) .

3. A sunmary of the analysis of the business, including analysis of
financi al statenents.

4. Sunmary of prior servicing experience with the borrower, e.g., |oan
nodi fications and/ or problens pertinent to the request.

5. If needed, identification of guarantors / co-mmkers and a statement as
to whether their consent has been or will be obtained for the action

6. A Summary of the inpact/benefit of the action on the business.

a. WIIl the proposed action address the needs of solve the probl em of
t he busi ness?
b. WII the action protect the interest of the | ender/CDC and SBA?

7. For loans sold in the secondary narket, a statenment as to whether
notification has been or will be given.

For SBA 503/504 Devel opnment Conpany Loans, the servicing request nust
be subnmitted by the CDC. The CDC s credit meno nust address the status of
third party loans as well as the status of the devel opnment conpany | oan
At the time of the request, the CDC should subnmit necessary | oan
nodi fication or collateral documents for signature of the SBA. W will
return docunents to the CDC for borrower signature and recordi ng as needed.
Si gned and recorded docunments are to be returned to us for placenment in the
loan file.

B. ACTI ONS AFFECTI NG THE LOAN COLLATERAL



SBA' s policy requires the lender to protect its interest through
mai nt enance of, and responsi ble control over collateral itens pledged to
secure the loan. Collateral adjustnments should receive a full review of
the benefits and ri sks.

For actions affecting collateral, you nmust address the foll ow ng
items in addition to those |listed above:

1. Summary of prior collateral actions approved by the lender unilaterally
and / or by SBA, and

2. Sunmary analysis of collateral before and after the requested change.

C VALUATI ON OF COLLATERAL
(SOP 50 50 4, Chapt. 4, Para.6.b)

The | ender is responsible for insuring proper valuation of
collateral. The follow ng are general SBA guidelines:

1. Appraisals. A recent appraisal prepared by a qualified appraiser
must indicate the fair market value of the collateral. If an
appraisal is not available, you nust identify the alternative form
of valuation (such as net book value, property tax assessnent,

i nternal valuation, etc.).

2. Valuation of Collateral. GCenerally, you should cal cul ate the net
realized value of collateral by applying the follow ng |iquidation
percentages to the fair market value (if you use alternative
i qui dation val ues, please justify):

Real Property: Commercial RE........... 75%
Residential RE.......... 80%
Uni nproved Land......... 50%
Busi ness Assets (net of Depreciation):
Machi nery/ Equi pnent .. . . .. 50%
Furniture/ Fixtures...... 10%
Account s Recei vabl e/
Inventory.......... 20%

Leasehol d | nprovenents. . 05%

D. RECORDI NG AND FI LI NG OF LI ENS

The | ender is responsible for preparing and recordi ng docunents
necessary to perfect the security interest or liens required by the
| oan agreenent and subsequent nodifications (either unilateral or
with SBA approval).

For 503/504 devel opment conpany | oans, the CDC nust prepare the
appropri ate docunents for execution by the SBA; we will sign and



return to the CDC for recording. The recorded docunents are to be
returned to us for placenent in the loan's collateral file. The CDC
must retain a copy as a basis for future nodifications if needed.

For 503/504 | oans, the Central Servicing Agent provides a letter
confirm ng that the | oan has been prepaid. Upon receipt of that
letter, the CDC nust prepare the required rel eases for execution by
the SBA. Wt will return the signed docunents to the CDC to record as
necessary and to return to the borrower

E. ACTI ONS I N THE BEST | NTEREST OF THE BORRONER
(SOP 50 50 4, Chapt. 4, Para. 6.c)

1. You shoul d not use abundance of collateral as a reason to
approve a servicing request if the action is not in the best
i nterest of the borrower and SBA.

2. Simlarly, you should not decline a servicing request if the
action is in the best interest of the borrower/SBA when the | ack
of collateral is the sole reason for the decline.

F. VWHAT | S A SEASONED LOAN
(SOP 50 50 4, Chapt. 4, Para. 10)

The term "seasoned" | oan applies to the I oan of a borrower that
has denonstrated excellent repaynent history over a period of tine.
For this reason, servicing requirenments should generally be |ess
stringent for "seasoned" |oans. However, you nust exercise care to
avoi d abuse of the classification.

"Seasoned" | oans are those which neet the following criteria:

1. At least four years have | apsed since the | oan was funded or, for
loans with terns of fewer than seven years, where the origina
princi pal has been reduced at |east 25 percent.

2. The |l oan has been paid as agreed for the last 12 nonths.

3. Collateral is at or near "approval" |evels, subject to any
approved nodi fications.

4. The financial statenents are favorable.
5. The account is satisfactory in other respects.

G VWHAT IS UNI LATERAL AUTHORI TY?
(SOP 50 50 4, Chapt. 4, Para. 12)



To help streamline delivery of its financial services to snal
busi nesses, SBA pl aces increased reliance on its private sector
| endi ng partners. SBA encourages its lending partners to utilize
"unilateral authority" (i.e., wthout prior witten consent of SBA)
whenever possi bl e.

1. Lender Serviced Loans.

For | ender serviced | oans, the Code of Federal Regul ations
(13 CFR 120.513) and the SBA/Lender Loan Guaranty Agreemnent
governs all small business |oans that have the guaranty of the
SBA. The CFR and the agreenent spell out certain actions that a
| ender may take only upon obtaining prior witten approval from
SBA.

2. Accredited Lender Program "ALP-CDC' Serviced Loans.
Al'l CDCs are accountable for the servicing of their |oans.
At the tine of debenture funding, CDCs assign their |oans and
col l ateral docunments to the SBA. SBA authorizes unilatera
authority to ALP-CDCs simlar to that of regular 7(a) |enders.

a. ALP-CDCs have the limtation that they take unilatera
authority with the understanding that SBA retains the
notes and col | ateral docunents.

b. SBA requires the ALP-CDC to prepare the | egal docunents for
signature by the SBA at the local SBA field office or
servi ce center

c. SBA counsel will review the docunents for |egal sufficiency.

3. Preferred Lender Program "PLP" Loans.(SOP 50 50 4, Chapt. 6,
Par a. 5c

PLP | enders nust service all SBA guaranteed |loans in their
portfolio in the same manner that they service the non-
guaranteed loans in their portfolios. The policies and
procedures used for | oan servicing nust be based on prudent and
responsi bl e I ending practices. Under this authority, the PLP
| ender is authorized to take all necessary |oan servicing
actions without a requirenent for SBA approval, except:

a. Any action that would create a conflict of interest or
confer any preference on the Iender in collection or lien
position with respect to SBA's position or the shared
SBA/ | ender position on the guaranteed | oan.

b. Conprom se with any obligor of the principal |oan bal ance
outstanding for less than the full anmount due. Accrued
interest can be adjusted by the lender, if justified,
wi t hout prior SBA approval.

NOTE: Cuarantors, If a loan is delinquent or |iquidation
is contenplated or underway, prior SBA approval is
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required to rel ease a guarantor for |ess than the
princi pal bal ance owed even if actual demand has not yet
been made on the guarantor.

C. Acquisition of title to environmentally inpaired property
(property which exceeds the mninmum action |evels
establ i shed by rel evant regul atory agenci es).

d. Transfer of a |oan to another |ender.
e. Sell or Pl edge nore than 90% of a | oan.
Low Doc Loan Program

Low Doc | oans nust be serviced by the |l ender utilizing the
same gui delines as provided for PLP | oans.

H WHAT ACTI ONS MAY THE LENDER (| NCLUDI NG ALP- CDC)
APPROVE W TH UNI LATERAL AUTHORI TY?
(SOP 50 50 4, Chapt. 4, Para. 13)

Lenders and ALP-CDCs have unilateral authority to make adjustnents
in the terns and conditions of a loan if SBA does not consi der the
action to be "substantial" and the action does not confer a
preference on the Lender/ALP-CDC

The Lender/ALP-CDC nust notify SBA on all actions that they take
using unilateral authority. They nust al so docunent the
borrower’s file for all unilateral actions taken.

The following is a listing of allowable unilateral actions
Lenders/ ALP-CDCs may take without the prior witten consent of
SBA. This is not all inclusive, but rather a conpilation of the
nost frequently occurring |oan servicing actions.

a. Correct obvious typographical errors in the Loan Authorization.

b. Provide pay off figures to the borrower (The Lender/ALP-CDC is
not required to provide or send a copy to SBA).

C. Modi fy Financial Statement Requirenments, The Lender/ ALP- CDC
may:

(1) Waive audited financial statenents, for seasoned
borrowers, using prudent credit practices, or change the
audit requirenment to conpilation and/or review where,

(a) In the judgenent of the Lender/ALP-CDC, the
business is not of a size and type to warrant such
statenments, or

(b) The cost would be prohibitive to the borrower.



(2) Gant waivers for only one year at a tinme and nust
reserve the right to reinstate the requirenment in the
event of | oan default.

(3) Approve changes in financial statenment frequency
and/ or due date requirenents, as necessary consistent with
prudent |ending/credit practices.

d. Defernent of Principal and/or Interest Paynents.
A defernment is defined as the postponenent of schedul ed
| oan paynents of principal and/or interest to a later
dat e.

(1) Loans NOTr Sold on the Secondary Market.

For | ender serviced | oans NOT sold on the Secondary
Mar ket, the follow ng applies:

(a) The Lender may defer paynments of principal and/or
interest. The principal paynment may be deferred
to the next nonth or further (e.g., to the
maturity of the note). However, interest
continues to accrue even if the paynment of
interest is deferred. Wen the next schedul ed
paynent is due, it will be allocated to interest
first then to principal. The interest paynent is
not deferred to the end of the note.

(b) The anmpbunt deferred nmust not exceed a cunul ative
total of six nonths during the Iife of the Ioan or
a cumul ative value in excess of 20% of the
ori gi nal anount of |oan, whichever is |ess.

(c) The Lender nust retain defernent docunentation in
the loan file, including current financial
st at enent s.

(2) Loans Sold on the Secondary Market.

For a | oan sold on the Secondary Market, using the
SBA Form 1086, "Secondary Partici pation Guaranty
Agr eenment " :

(a) The Lender may grant a one tinme defernent of up
to 3 consecutive months without witten consent of
SBA/ hol der .

(b) The Lender nust pronptly notify SBA/ hol der when
the | ender takes this action.

(3) ALP-CDC Serviced Loans.




The ALP-CDC may approve up to 6 nonths (cunul ative)
of payment defernment or 20 percent of the original
amount of the | oan whichever is |ess.

(a) The ALP-CDC may approve a deferment only if the
borrower can reasonable project that it wll
bring current the deferred amount within five
years after the defernent period.

(b) The ALP-CDC nust NOT defer devel opnent conpany
| oan paynents until the end of the |oan term

(c) The ALP-CDC nust send notification of the
defernent to the SBA servicing office and the
Central Servicing Agent.

(4) Interest Accrual Notification.

The Lender/ALP-CDC nust notify the borrower that
interest continues to accrue during any period of the
defernent. \Wen paynents resune:

(a) For 7(a) loans, the paynents apply first to
accrued interest.

(b) For CDC |l oans, the paynents will be applied to
the loan in the foll ow ng order

i Accrued fees;
ii. I nterest;
i1i. Principal.

(5) Consent of Borrower and Guarantors.

The | ender/ ALP- CDC nust obtain witten consent of the
borrower, all guarantor(s) and Fiscal Transfer Agent
(FTA), as appropriate.

(6) Reinstatenent of Default.

If a loan was in default when a defernment was
approved, and the borrower has not made the first
paynent by the tine the defernent expires, the |oan
will be reclassified as in default.

Rel ease of coll ateral

The Lender/ALP-CDC may rel ease collateral up to a

cunul ative val ue of 20% of the original |oan anbunt. To do
this, the Lender/ALP-CDC nust determ ne the value of the
collateral at the tine of the decision to release. The
borrower should use proceeds fromrel ease of collatera

for business purposes. The Lender/ALP-CDC should rarely



gi ve favorabl e consideration to rel ease of business assets
in order to provide funds for personal reasons. There
nmust be anpl e indication that:

(1) The remaining collateral or enhanced repaynent
ability is reasonable in relation to the outstanding
| oan bal ance; and

(2) The release will not materially interfere with the
operation of the business or decrease the val ue of
the other collateral securing the | oan; or

(3) The action is clearly necessary for the survival of
t he busi ness, and future repaynent fromprofits are
anti ci pat ed.

You nust get witten consent of all guarantor(s) and advise the
SBA servicing office of the rel ease of collateral

Substitution of Collateral. The Lender/ALP-CDC may:

(1) Substitute autonotive or other mnor equipnment (wth
equal or greater value) taken as partial collatera
for the | oan

(2) Substitute equal, or greater equity, in |like kinds of
collateral, (e.g., exchange of real property
excluding the primary real estate for the |ocation of
the principal business operation).

Subordi nati on to Seni or Liens.

(1) The Lender/ALP-CDC may permt the subordination of
collateral for refinancing of senior |liens held by
anot her |ender if:

(a) The refinancing is on nore favorable terns for
t he borrower; and

(b) The borrower does not receive any funds fromthe
refinancing (e.g. there is no increase in the
princi pal bal ance of the senior |ien, except for
reasonabl e cl osing costs of refinancing).

(2) The Lender/ALP-CDC i s responsible for ensuring that
this action does not adversely affect the priority of
t he Lender/ ALP-CDC/ SBA | i en.

(3) For devel opnent conpany third party loans (e.g., first
lien holder), the ALP-CDC nust ensure that the term of
the refinanced third party | oan equals or exceeds the
termof the original third party |loan. The
participating third party |oan nmust not be replaced by a
| oan under a Federally funded program (e.g., an SBA 7(a)
guar ant eed | ender | oan).



Changes to life insurance or hazard insurance requirenents

(1) The Lender/ALP-CDC may make changes to |life insurance
or hazard insurance requirenments in accordance with the
Lender's own standard practice.

(2) On current |oans, the Lender/ALP-CDC may rel ease
i nsurance proceeds for the repair or replacenent of
damaged col | ater al

(3) Cash surrender value of life insurance nmay be
rel eased, subject to the restriction noted in this
section in the earlier sub-paragraph 3.e. "Rel ease of
coll ateral .

(4) The Lender/ALP-CDC may NOT nmake any changes to Federal
fl ood insurance coverage that is in effect, or mght
beconme applicable, w thout obtaining the prior witten
consent of SBA.

Adj ustnents to the install ment anount.

(1) The |l ender may adjust the installnment anount to allow
for correct anortization of the balance as a result of
interest rate changes or anticipated ball oon bal ances.
You may make this adjustnment only upon witten consent
of the borrower, all guarantors, and the secondary
participant, if any.

NOTE: This provision does not affect variable
interest rate | oans which already have the provision
to increase or decrease the paynent anount, to an
amount necessary to anortize the principal renaining
unpai d after any schedul ed interest rate change under
the terns of the note.

(2) An ALP-CDC nmust not make any adjustment to the
instal I mrent anmount for a devel opnent conpany | oan.
However, the ALP-CDC may approve such an adjustnent for
the participating third party |oan

Make | oans to the borrower, which do not affect the coll ateral

The Lender/ALP-CDC may nmake | oans to the borrower which do
not affect the collateral |ien position supporting the SBA
guaranteed | oan. This includes purchase noney |oans for
busi ness assets and | oans subordi nate to the SBA
guar ant eed | oan.

Assunptions -- Approve a Borrower's Change in Form of
Organi zati on

10



(1) The Lender/ALP-CDC may authorize the assunption of an
SBA | oan when a borrower changes its form of
organi zati on, provided there is:
(a) No release or subordination of existing
collateral;

(b) No release of original obligor(s) or guarantor(s)
(no change in ownership or managenent); and

(c) no decrease in equity position of the business as
a consequence of the assunption

(2) The Lender/ALP-CDC nust ensure that the guarantee of
the original borrower and guarantors are mnaintai ned.

(3) For CDC | oans, the ALP-CDC nmust notify the CSA of the
change and provide required tax identification
i nformati on.

Adj ust nents to Managenent Covenants.

The Lender/ALP-CDC may, using prudent credit practices,
approve adjustnents to managenent covenants (e.g.
l[imtations on conpensation, fixed assets, working capital
mai nt enance levels, lease liabilities or dividend paynent)
if the |oan:

(1) I's seasoned,

(2) Has not been extended or deferred within the 24 nonths
before the date of the adjustnent request; and

(3) Reflects that repaynent ability/cash flow exists for
all debt including the SBA guaranteed |oan after the
adjustments to the managenent covenants have been made.

Accept Prepayments.

(1) For lender serviced |oans, the Lender may accept
partial or full prepaynments of the |oan account. For
| oans approved by SBA after February 14, 1985 and sold
on the secondary market, the |ender nust give 10 days
advance notice to the secondary hol der or FTA of any
i ntended prepaynment of the note. Refer to SBA Form 1086 for
further details.

(2) For devel opnent conpany | oans, the ALP-CDC may approve
the partial or full prepaynment of the participating
third party | oan

l. SERVI CI NG FORVATS
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On the follow ng pages are exanple "formats" which may be used
by the lender in preparing the Collateral Analysis or Financial
Statenent Analysis as a part of the credit nenpo to be submitted to
SBA. These formats are presented as exanpl es of the analysis that
may be incorporated into the lender’s credit meno. It is not
necessary to reproduce the formats.

Dependi ng upon the type of servicing action, form of
organi zation for the borrower, and the financial strength of the
borrower and affiliates, the types of information that you will need
to review and provide may include the follow ng:

1. Business Financial Statenents and/ or Federal Tax Returns,

2. Copy of Corporate Charter or Partnership Agreenent,

3. Certificate of Good Standing,

4. Copy of Resolution Authorizing the proposed Transacti on,

5. Credit Report(s),

6. Statenent of Personal Hi story (SBA Form 912),

7. Personal Financial Statenment(s) for Borrowers, guarantors and
maj or stockhol ders (SBA Form 413, 770 or simlar form,

8. Personal Financial Statements and/or Federal Tax Returns,

9. Real Estate Appraisal(s) or Oher Docunentation to Support

Val uati on,

10. Escrow I nstructions,

11. Copy of Buy/Sell Agreenent,

12. Copy of Seller Carry-back Note, and

13. Any other docunent that you deem necessary to protect the
interest of the | ender and SBA.

J. FOR ASS| STANCE PLEASE CALL

The Lender should direct specific questions relating to | oan
servicing to the SBA field office or servicing center having the
del egated authority to service the | oan.

FRESNO SERVI CI NG CENTER LI TTLE ROCK SERVI O NG CENTER
2719 N AIR FRESNO DR, STE 107 2120 RIVERFRONT DR, STE 100
FRESNO, CA 93727 LI TTLE ROCK, AR 72202

(559) 487- 5650 (501) 324-5871, X 303

FAX (559) 487-5803 FAX (501) 324-6072

12



Revi sed May 13, 1999

13



